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SOHO RESOURCES CORP.

QUARTERLY AND YEAR END REPORT - FORM 51-801F
FEBRUARY 28, 2002

SCHEDULE A: FINANCIAL INFORMATION

1

See attached audited consolidated financial statements for the.yea.r ended February 28, 2002.

Analysis of expenses and deferred costs:

See attached audited consolidated financial statemients for the year ended February 28, 2002 . "

Related party transactions:

SCHEDULE B: SUPPLEMENTARY INFORMATION

“a) S'umma.ry of sccurities issued during the period:

) Summary of securmes 1ssued and optlons gmnted during the penod

.

" See Note 14 of the attached audited consolidated ﬁmmcm] statements for the year ended February 28 2002,

b) Summary of options granted during the period: None

Summary of securities as at the end of the reporting period:
a) See Note 11 of the attached audited consolidated financial statements.
b) See Note 11 of the attached audited consolidated financial statements.

c) SeeNotes 9 and 12 of the attached audited consolidated financial statements.

d)-  There are no shares being held in escrow or subjéct to pooling agreements -+

R g

Type of Type of Nuitiber L

Date Security Issue " of Shares Price '~ Amount " Consideration
March 13, 2001 Common shares . Bonus for loan 61,630 $.0.60. $ 36978 - Provision of loan
March 29,2001 . . Common shares  Warrants exercised 40,000 -0.29: 11,600 Cash ,. -
June 4, 2001 Common shares  Options exercised - 75000 024 18,000 - , Cash.
June §, 2001 Common shares  Private placements .~ 745,076 '0.40 298 031 Cash
June 5, 2001 Common shares  Finder's fee 25,000 - -
June 8, 2001 Common shares  Options exercised 390,000 0.24 93 600 Cash
June 8, 2001 Common shares  ‘Options exercised- . 148,000 - 0.35° 51,800 . ‘Cash’
June 13, 2001 Common shares ~ Warrants exercised . 100,000, 0257 125000 - Cash @ .}

_ June 13, 2001 Common shares  Loan conversion . . 192,307 026 . ..50,000 ° Settluncnt ofloan
Jupe 15, 2001 Common shares  Warrants exercised . 100,000 025 25000 . Cash
June 15, 2001 " Common shares  Warrant exercised 1,132,307 0.26 ‘ _ 294 ,400 ' Cash B
June 15, 2001 Common shares  Warrants exercised 480,000 - 0.29 139,200~ Cash
September 5,2001 ~ Common shares  Options exercised 100,000 0.24 24,000 ‘Cash ~
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SOHO RESOURCES CORP.
QUARTERLY AND YEAR END REPORT - FORM 51-901F -
FEBRUARY 28, 2002

SCHEDULE B: SUPPLEMENTARY INFORMATION (contd...)

S. List of Directors and Officers:  Bassam Nastat — Director and President
Ralph Shearing — Director, CEO and Secretary
John Anderson — Director ’
James Matthew Duford — Director
Milton Cox — Director '

SCHEDULE C: MANAGEMENT DISCUSSION
Dear Shareholder,

I am pleased to present the audited financial statements for the year ended February 28, 2002 for Soho Resources Corp.
(“Soho” or the “Company”). Soho is in the oil & gas business and also maintains an interest in a mineral exploration and
mining project.

BOSSIER GAS PRODUCTION AND LEASE ACREAGE ACQUISITION . ‘ e

On January 28, 2002, the Issuer entered into a letter agreement with Gypsy Resouxces Corp (“Gypsy”) of Olive Branch,
MS., to acquire a 12.5% interest in a producing gas well and i uptoa 100% interest in certain gas leases totaling appromeately
770 acres, located within the Bossier Sandstone Gas Play in Freestone County, Texas.

~

The Company and Gypsy renegotiated-the terms of the-acquisition such that Sohio has made an advance payment to Gypsy of .
US $100,000 and has thereby purchased a preliminary 5% interest in the Lane #1 well., The balance of funds due to Gypsy )

under the agreement will be paxd upon recewmg regu]atory approval to the transactxon.

Soho will acquire a total of 12.5% interest in the producing Lane #1 gas well and up to a 100% interest in certain gas leases
totaling approximately 770 -acres, located within the Bossier :Sandstone Gas Play, in Freestone County, Texas. Upon
regulatory approval of the transaction and payment of all the funds due under the agreement a work program will be
conducted on the’ Lane #1 wéll. This'work program is expected to d:amaucal]y increase gas production from the well

The targeted Bossxer gas interests are strategically located within Anadarko Petroleum s (“APC:NYSE”) east Texas Bossier
gas play. The Bossier gas play (1 TCF gas) is Anadarko Petroleum’s #1 development-and exploration play in North America
with 28 rigs working in'the 3rd quarter of 2001.- Wells commence with high initial productlon (“IP”) consistently over
Smmef/d, with IP’s up to 51.5mmcf/d. Anadarko successfully completed 105 wells ifi ‘the first nine months of 2001 and is
currently producmg from the Bossier Formation in‘over 400 wells. Anadarko gas wells typically have 3 BCF gas reserves on
average from the Bossier formation on 80 acre spacing. Anadarko enjoys almost a 100% success rate, with most of their
wells being completed as prodiicers. (information from corporate web site, Anadarko.com)

The three Gas leases covered under the agreement are:
The Lane lease, approximately 195 acres, containing the Lané #1 gas well currently producing at a restricted rate of

approximately 250 mcf/d. Upon completion of the productive Bossier zone in this well, gas was flow tested at a rate of
3.5mmef/d for 4 hours until production became restricted due with lost circulation material clogging the well bore.

The Garrett unit, approximately 95 acres, coﬁtAim’ng the plﬁéged W.T. Garrett #1 well bore. The Garrett #1 well has v

excellent wire line log responses, indicating gas within a thick Bossier sand section.

The Southwestern University Lease, approximately 500 acres, containing the plugged Southwestern University #1 well bore.

-

SRR

R L R N e S e A S L S

T S R R R R S AR S,

Gk

St S SEe

i
¥
i




SOHO RESOURCES CORP. -
QUARTERLY AND YEAR END REPORT - FORM 51-901F
FEBRUARY 28, 2002

SCHEDULE C: MANAGEMENT DISCUSSION (cont’d...)
PRIVATE PLACEMENT FUN'DING

On March 13, 2002 Soho announced that it had arranged a private placement of up to 6,500,000 units at $0.10/umit in order
to fund the Gypsy acquisition. Scho, as of the date of this sharcholder report, is in the final stages of completmg this private
placement and a.ntlc1pates closmg the placemeut w1thm the next two week from the date of tlus reporL

Both the above private placement and the Gypsy acquisition' require regu]atory "approval before bemg fu.lly mplemented
The Issuer intends to file for regulatory approval during July 2002.

el

On April 18, 2002, Mr. Milton Cox and Mr. Bassam “Sam” Nastat were appointed as directors of the Issuer and Mr. Robert

Brown resigned from the Tssuer’s ‘board of directors. Ata subsequent board meetmg Sam Nastat was appomted Presuient and-

Milton Cox Chairman & Chief Executive Officer, of the Issuer
HUNTFORD RESOURCES & ARRANGEMENT AGREEMENT

In February 2001; Scho flmded Huntford's acquisition of additional Workmg Interests in the Quest Prospect and the’ Quest

#16-21 well. Through the remainder of 2001 Soho ‘attempted to secure financing in order to develop thie’ Quest project.”

These efforts were unsuccessful mostly due to low gas pnces and the poor condmon of the eqmty markets through 2001

The relationship between Mr. Tedesco and the board of 'directors of Soho detenorated durmg Tate 2001 due o the poor
financial condition of both Soho and Huntford as well due to certain issues within Huntford Resources Corp, and in January
2002, Mr. Steven Tedesco resigned hxs position as presrdent and duector of Soho Resources Corp

The issues within Humford Resources Corp., that came to the attention of Soho, have caused Soho to mdeﬁmtely postpone
filing the Huntford transaction for final regulatory approval with the TSX Venture Exchange:-~ "

The Huntford corporate issues concerned certain non-arms length transactions xmplemented within Hlmtford without proper
disclosure to the Issuer, or proper disclosure to the independent mémbers of Huntford’s board of directors nor the approval of
Huntford’s board of directors. These non-arms length transactions seriously affected the assets and liabilities of Huntford
such that Soho has found it necessary to indefinitely postpone finalizing the ‘Arrangemerit Agreement

Soho hopes that these issues with Huntford can be resolved to its' satlsfactxon in.order to allow the Arrangement Agreernent to
proceed to completion. Soho mtends to seek us legal counsel to advxse on these xmportant matters and take appropnate steps
to resolve all disputes.

Mining Activities

Tahuehueto Mine Project, Mex:c : T ' S
The Company, through its wholly owned Mexican subs:dxary, Samarkand dé Mexico; owns 90% of the issued and outsmndmg

capital stock of Sacramento de la Plata. Sacramento holds a 100% mterest in the Tahuehueto nnneral property, 1ocated m'

Durango State, Mexrco

Of the 90% ownership of Sacramento, 85% was acquired in 1997 pursuant to a Share Purchase AgreemenL '

The vendors refused to accept certain payments due under this agreement and initiated legal action, through the Mexican
courts, to have the Share Purchase Agreement rescinded. The Company is successfully defending itself agamst these actions
and believes the lawsuit is without merit. Recent court decxslons are snpportmg the Company s defense as more thoroughly
explained in year end 2002 audited financial statements ’




SOHO RESOURCES CORP.
QUARTERLY AND YEAR END REPORT - FORM 51-901F - .
FEBRUARY 28, 2002

SCHEDULE C: MANAGEMENT DISCUSSION (cont’d...)

Due to the ongoing litigation and unfavorable conditions in the mining resource markets, the Tahuehueto Mine Project has
been placed on-hold. As a result, the Company has written-down the value of this project to a nominal amount of $100.

Financing

During the year the Compan}; issued 3,589,320 shares for a total consideration of $1,067,609. Please see riotes 11 and 12 of
the audited financial statements for further details of these financings. . '

Investor Relations
Soho has engaged Wmdward Commumcat(ons Ltd to work with mvestors brokers analysts and the media. Wmdward also

coordinates the Company s attendance at trade shows, conventions and other presentations. Windward also provides investor
relations and corporate communication services in the United States and Great Britain

The Company had engaged Mindshare Communications Inc i.n-‘Décembor 2000 to manage and direct the Comp?my s

corporate communications and investor relations operations, and retained the part-time services of Phillip Hoy to assist in the
preparation of news releases and the maintenance of the Company s shareholder database. :

The Company:ha& éngaééd Mz. John Devlin in July 2000, to work with inv'estors brokers, analysts and the media. Windward
also coordinates the.Company’s attendance at trade shows, conventions and other presentations. Mr. Devlin’s services were .

terminated in August 2001.
‘The Company has paid and or accnued $86,435 in investor relation services during the fiscal year ending’ Feb 28, 2002.
General and administrative éxpeuses o . ‘

The Company has incurred- $637,435 in general and administrative expenses (please see the Company s Consolidated
Statements of Operat:ons and Deﬁcxt for a breakdown of these expenses). Consulting and financial services of $56,640 are
for general geological and ﬁnanc1a1 consulting, and includes fees of $21,000 charged by a director. Investor relations include
the amounts as noted above, plus the costs of distributing various.news releases and corporate brochures.,

A Company controlled by a director- charged management fees of $21,000 during the year. Professional fees include fees
charged for legal, audit and accountmg services. Travel includes the costs of airfare, accommodation, and mcals for a variety.
of business trips related to securing ﬁnancmg and meetings connected with the Huntford acquisition.

Liquidity

The Company had a working capital deficiency of $612,154 at February 28, 2002. In March 2002 the Company announced a

potential private placement of $650,000 and since that announcement has concluded .agreements for, and collected,

approximately $523 ,700 of. the total private placement proceeds and expects to collect the remaining funds over the next two
weeks from the date of this management report. The bulk of these private placement funds will be used to pay the acquisition
costs of certain gas interests being purchased from Gypsy Resources, Ltd. (as more thoroughly explained in note 19 of the
andited financial statements of February 28, 2002), while a smaller portion will belp improve the working capital deficiency.

The Company is currently negotiating with certain of its creditors including certain members of Company management and
expects o be iri'a position to significantly reduce the working capital deficiency as well as to retire certain notes payable and
convertible Ioans through debt settlement for shares and debt forgiveness. Managcment is targeting a debt reduction of up
$525,000 through”debt settlement for shares and debt forgiveness.” Management is also actively negotiating additional
financing. .
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SOHO RESOURCES CORP. -
QUARTERLY AND YEAR END REPORT - FORM 51-901F
FEBRUARY 28, 2002

SCHEDULE C:‘ MANAGEMENT DISCUSSION (cont’d...)
Outlook/Overview

Soho’s management has made a concentrated effort to enter into the oil and gas resource sector. Upon completing the
acquisition of the Gypsy Resources, Ltd., Texas Bossier gas leases and producing Lane #1 gas well, the Company will have
secured a cash flowing asset within the exciting Bossier gas trend. The Company anticipates a significant increase in the
production from the Lane # 1 gas well upon coimpletion of work programto stimmlate the productive zone.” The increase in
cash flow, plus the debt settlement and debt forgiveness under negotiation and once completed, will help stabilize the
Company and allow it to quickly eliminate its working capital deficiency. Continued development on the Gypsy leases being
acquired by Soho, is expected to significantly increase cash flow t‘o(Soh? thereby allowing additional potential acquiisitions.

On Behalf of the Bba;d of Directors of
Soho Resources Corp. a '
“Ralph Shearing”

Ralph Shearing, P.Geol.
Director
July 18, 2002
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DaAvIDSON & COMPANY — arterd g

A Partnership of Incorporated Professionals

AUDITORS' REPORT

To the Shareholders of
Soho Resources Corp.

We have audited the consolidated balance sheets of “Soho’ Reé&hree§’ Corp as at Febmary 28, 2002 ‘and 2001 and the
consolidated statements of operations and deficit and cash flows for the years then ended. These financial statements are the
responsﬂmhty of the Company's management. Our responsibility is to express an oplmon on these financial. statements based
on our audlts ) PR Lot

We conducted our audits in accordance with Canadian generally dccepted auditing standards.- Thb's'e"stxnda.tds feq\ﬁre that we
plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the ﬁnancxal Statements. An

andit also includes assessing the accounting principles used and. significant estimates made by management, as well as

evaluating the overall ﬁnancxal statcment presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects,-the.financial position of the
Company as at February-28,-2002 and 2001 and the results of its operations and its cash flows for the years then ended in
accordance with Canadian generally accepted accounting principles. As required by the Company Act of Brmsh ‘Columbia,
we report that, in our opinion, these principles have been applied on a consistent basis.

- Deadion 1 Cor7y)

Vancouver, Canada % Charteréd Accountants

June 14, 2002 ‘ o . , T T

AMember of SC/NTERNATIONAL

1200 - 609 Gramville Street, PO. Box 10372, Pacific Centre, Vancouver, B.C., Canada V7Y 1G6
Telephone (604) 6870947 Fax (604) 687-6172




SOHO RESOURCES CORP. - : i .
CONSOLIDATED BALANCE SHEETS
AS AT FEBRUARY 28 ’

2002 2001

SR L R

ASSETS

Current S ' '
Cash - G PR s - $ 13,404
Recéivebles — 1316 87314

131,162 100,808
Advanees to Huntford Resources Corp. (Note 4)- . 1,319,172
Mineral properties (Note 5) . 100 100
Cagpital assets (Now 7) —JG1B¢ 22288

S 147446 3§ 1,44213'5"5 :

:

i

H

:

b
-
g
2

LIABILITIES AND SHAREEOLDER.S EQU!’I'Y (DPEFICIENCY)

B T P

- ‘Bn.nkmdcbh:dnm " A s 26 § . N
Actounis peyable and sccrued liebilities 618,220 467,209
Notes paysble (Note 8) 125,070 241,150

. Current portion of obligation under capital lease (Note 9y - . . .. . ° - S.639 -

OIT

§ RSO W

LT 73,316 71,008
- : - ——d2L266 227000

Comertibie Jouns (Noe 10)

AR

Shuboldas eqmty(dcﬁdency) S e R ’
. Capital stock (Note 11) . o 5,541,500 s,473891
Equnyomnponmafconvemb!elaan(\lomw) . R s 23,183
—_(BI7030) 501360

S 147,446 § 1442368

.

Naturc and conttouance 6f sperations Mo [)

Subtequent event (Note 15)
On behalf of the Board:

[ b- Director \,N Director

. The sccormpanying notes are an jnegral part of Lhese consolidated financial statomcnts.




SOHO RESOURCES CORP. -
CONSOLIDATED STATEMENTS OF OPERATIONS AND DEFICIT
YEAR ENDED FEBRUARY 28

2002 2001
. EXPENSES L

Amortization $ . 6104 § 8,513
Consulting and financial services 56,640 . 75,000
Financing fees 30,025, .. . . -
Interest and bank charges 1,783 < 2,902
Interest on capital lease oo 19000 . L0 1,301
Interest on convertible loans 94,620 - . 28,189
Interest on notes payable 12,049 . ... 4,804
Investor relations 86,435 . - 83515
Loan bonuses 36,978 33,992
Management fees .21,000, .. . 36,000
Office and miscellaneous 22841 - 33,930
Professional fees 106 982 .. 82,516
Rent 25, 480 22,795
Telephone . -10,646 . 8,383
Transfer agent and regulatory fees 21,477 22,035
Travel and promotion , ey 21,865 .0, 30,507
Wages and benefits i

Loss before other items

OTHER ITEMS
Other income
Provision for write-down of advances to Huntford Resources Corp. (Note 4)
Write-down of resource property costs (Note 13)

Los§ for .the year

Deficit, beginning of year

" Deficit, end of year

782320 . 70304

'(?;37,435) T (544,686)

56,1187 """57,472
L

, ]32,918} 12,252,245) .

- 1".771 853) _' (2194773
(2,409,288) * (2,739,459)

7,972,531 5,233,072

CU§(10381.819) "8 -(7,972,531)

Basic and diluted loss per common share

T

Weighted average number of common shares outstanding

9,435, 205 7,777,496

.~ The accompanying notes are an mtegral part of these consohdated ﬁnancxal statements




SOHO RESOURCES CORP. -
CONSOLIDATED STATEMENTS OF CASH FLOWS o
YEAR ENDED FEBRUARY 28
2002 2001
CASH FROM OPERATING ACTIVITIES .
Loss for the year $ (2,409,288) $ (2,739,459)
Iterms not involving cash o
Amortization" ) . 6,104 8,513
Loan bonuses 36,978 33,992
Accretion of liability component of convertible loan 67,449 -
. Provision for write-down of advances to Huntford Resources Corp. 1,788,053 -
.., Write-down of resource property costs - 39,918 2,252,245
" Accrued interest ‘ - --(11,641)
éhanges in non.'-cash working capital items ' - )
(Increase) decrease in Teceivables : : 43,848y © . 20,813
Decrease in prepaid expenses : " 1,478
" Increase in accounts payable and accrued liabilities 151,011 _ . '119.238
“Net cash used in operating activities . {363.623) __—_ (314,821)
CASH FROM FINANCING ACTIVITIES Co .
Issuance of common shares 980,631 1,605,186
Proceeds from notes payable 68,310 " 241,160
Repayment of notes payable (184,400) -
Proceeds-from convertible loan o7 100,000
Payments on capital lease obligation __(5.639) (10,358)
s Net cash prowded by financing activities ’ 858,902 1935988
CASH FROM: INVESTI'NG ACTIVITIES ) .
Advarices to Huntford Resources Corp. : "~ (468,881) (1,307,531)
Deferred exploration costs ’ (24,271) (72,592)
Oil and gas property costs— (15.647) (235,385) «
Net cash used in ix_;ypsﬁng activities (508.799) (1.615.508)
Change in cash during the year (13,520) 5,659
Cash, beginnlng of year - ' 13494 . 7.835
Cash (bank indebtedness), end of year 3 (26) § 13,494

Supplemental disclosures witlrxv respect to cash flows (Note 16)

o The accompanymg ‘notes are an mtegral part of these consohdated financial statements.
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SOHO RESOURCES CORP. ) -
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FEBRUARY 28, 2002

1. NATURE AND CON’I‘INUAN CE OF OPERATIONS

The Company is in the process of exploring its resource properties and has not yet determined whether these
properties contain reserves that are economically recoverable. The recoverability of the amounts shown for resource
properties and related deferred exploration costs is dependent upon the dxscovery of economically recoverable
reserves, the ‘ability of the Company to obtain necessary financing to complete’the dcvelopment and upon future
proﬁtable production.

These financial -statements have been prepared in accordance with Canadian gcncrally accepted accounting
principles with the on-going assumption that the Company will be able to realize its assets'and discharge its liabilities
in the normal course of business rather than through a process of forced liquidation. The operations of the Company
bave primarily been funded by the issuance of capital stock and loans from related parties. As the Company has a !
serious working capital deficiency, its ability to continue as a going concern is dependent-on obtaining continued £
financial support, completing public equity financing or generating profitable opérationsin’the future.’ " * e

e

" 2002 2001

Deficit o o $(10381819) $(7972531)
- _Working capital (deficiency) ' o ) (612 154) " (613,200) g

2, SIGNIFICANT ACCOUNTING POLICIES

_Basis of consolidation

These consolidated financial statements include the accounts of the Company and its wholly-owed subsidiary,
Samarkand de Mexico S.A. de C.V. ("Samarkand de Mexicc") and its 90% owned subsidiary, Sacramento de la
Plata S.A. de C.V. ("Sacramento"), (collectively referred to as the "Company"). All mter-company transactions and
balances have been eliminated upon consolidation.

Use of estimates - o ' L T i

The preparation of financial statements in conformity with Canadian generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amount of
revenues and expenses during the reporting period. Actual results could differ from those estimates.

Foreign currency translation

The Company’s subsidiaries are integrated foreign operations and are translated into Canadian dollars using the
temporal method. Monetary items are translated at the exchange rate in effect .at the balance sheet date; non-
monetary items are translated at historical exchange rates. Income and expense items aré ‘translated at the exchange
rates approximating those in effect at the time of the transactions. Translation gains ; and losses are. mcluded in the ;
results ofopcratlonsforthcyear . ] T b




SOHO RESOURCES CORP.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENT S
FEBRUARY 28, 2002

SIGNIFICANT ACCOUNTING POLICIES (contd...)

Capitél as§ets

‘_ Capital assets are recordcd at cost and dre being amortized over thelr esumated useful hves on the dcchmng balance

basis as follows:

Computer equipment. o B 30%

Office equipment e L 20%.

Automotive . S . L L. 30%
Mineral pro’;geftiés

The Company records its interests in mineral properties ‘and areas of geological interest at cost. ‘All direst and
indirect costs relating to the acquisition of these interests are capitalized on the basis of specific claim blocks or areas
of geological interest until the properties to which-they relate: are placed into production, sold or management has
determined there to be an impairment. These costs will be amortized on the basis of units produced in relation to the
proven reserves available on the related property following commencement of production. Mineral properties that

- are sold beforé"that property reaches the production stage will have all revenues from the sale of the property

credited against the cost of the property. Properties which have reached the producuon stage will have a gain or loss
calcu]ated based on the portion of that property sold

The recorded cost of mineral exploration interests is based on cash paid, the assigned value of share considerations
and exploration and development costs incurred. The recorded amount may not reflect recoverable value as this will
be dependant on the development program, the nature of the mineral deposit, commodity pnces adequate funding
and the ablhty of the Company to bnng 1ts pro_|ec13 mto production.

Deférred exploration costs

The Company defers all exploration expenses relating to mineral properties and areas of geological interest until the
properties to which they relate are placed into production, sold or management has determined there to be an
impairment. These costs will be amortized over the proven reserves available on the related property following
commencement of production.

Values
The amounts shown for mineral properties and deferred exploration costs represent costs to date, and do not

necessarily represent present or future values, as they are entirely dependent upon the economic recovery of current
and future reserves.

Edvironméptél protection and rehabilitation costs

“A"provision for environmental and site' reclamation costs will be accrued over the life of the project when

reclamation requirements are established and costs can be reasonably estimated.

<
W




SOHO RESOURCES CORP. b
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS.
FEBRUARY 28, 2002

2. SIGNIFICANT ACCOUNTING POLICIES (contd...)
Cost of maintaining resource properties

The Company does not accrue the estimated future costs of maintainiﬁg ité resource properties-in good standing.

Oil and gas properties o TIPS

The Company follows the full cost method of accounting for its oil and gas operations, whereby all costs of
exploring for and developing oil and gas reserves are capitalized on a country-by-country basis. Costs include land
acquisition costs, geological and geophysical costs, carrying charges on non-producing properties, costs of drilling v
both productive and non-productive wells, costs of production and overhead charges directly related to acquisition, ;
exploration and development activities., Proceeds from the disposal of oil and natural gas properties are applied .
against. capitalized costs. Gains or losses are not recognized on dlsposals unless credmng the proceeds against

capitalized costs would matenally alter the rate ofdepletxon LT - roeew ot

The capitalized costs together with estimated ﬁxture capltal costs assoclated thh the developmem of proven
teserves, are depleted and amortized using the unit of production method based on proven oil and natural gas
reserves, before royalties, determined by independent engineers. For purposes of the depletion and amortization
calculations, oil and natural gas reserves are converted to a common unit of measure based upon thelr relatxve energy
content. HERCEEAR FE NI s &

Total capitalized costs plus a provision for future development costs, are depleted on a country-by-country cost

. centre basis, using the unit-of-production method-based upon. estimated- gross. proven reserves as determined by
independent and Company engineers. - Costs of unproven propemes excluded from the depleno.n calcu!anon are
evaluated periodically for impairment. -

The Company applies a ceiling test to capitalized costs to ensure that such costs do not exceed the €stimated future
net revenues from production of proven reserves, at prices and operating costs in effect at the year end, plus the cost
.of unevaluated properties less management's. estimate of impairment. - The test. also prowdes for est:matcd future
administrative overhead, financing costs, future site restoration costs and taxes. L ; :

Estimated future removal and site rcstorauon costs are prowded for on the umit-of-production method. These costs
are based on year end engineering estimates of the anticipated costs of site restoration in accordance with current
legislation and industry practices. The annual charge is recorded as additional depletion' and amortization. - :

Stock-based compensation

P

The Compa.ny grants incentive stock opﬁoﬁs in écc:ordance with the policies of the TSX Venture Exchange ("TSX")
as described in Note 12, No compensation expense :is recogmzed when' stock options_are granted or cxtended
. -Consxderanon paid for shares on the exercise of stock optxons is credited to capxtal stock. - . : . viiaa

vooaa VT
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FEBRUARY 28, 2002
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2. SIGNIFICANT ACCOUNTING POLICIES (cont'd...)
Income taxes

Future income- taxes are recorded for using the asset and liability method. Under the asset and liability method,
future tax assets and liabilities are recognized for the fture tax consequences attributable to differences between the

. financial statement carrying amounts of existing assets and liabilities and their respective tax bases. Future tax assets
and liabilities are measured using enacted or substantively enacted tax rates expected to apply when the asset is
realized or the liability settled. The effect on future tax assets and liabilities of a change in tax rates is récognized in
income in the period that substantive enactment or enactment occurs. - To the extent that the Company does not
consider it to be more likely than not that a future tax asset will be recovered, it provides a valuation allowance
against the excess. :

Losspershare . "
.The Company hses the treasury stock method to compute the dxluuve effect of ophons, ‘Warrants and similar
-+ instruments. .Under this method the dilutive effect on earnings per share is recognized on the use of the proceeds that
- . could be:obtained upon exercise of options, warrants-and similar instruments.:-It assumes that the proceeds would be
used to purchase common shares at the average market price during the period. Diluted loss per share has not been I
presented separately as thrs calculatron proved to be antl-dr.lutrve b

‘Loss pet sharus calcu]ated usmg the werghted average number of shares outstandmg during thc year.

o

3. FDQANCIAL msnitrMENTS

A VYR

: » ..The Company's financial ihstruments consist of cash, receivables, accounts payable and accrued liabilities, notes
.. payable.and convertible-loans. - Unless otherwise noted, it is management's opinion that the Company is not exposed
. to significant interest,: currency or credit risks. arising. from these financial. mstmments The fair value of these 1
financial instruments approximate their carrying values, unless otherwise noted. .

Financial-risk <5 2o oo o e T e
The (‘Iompanyvié expoécd to;ﬁnancr:al risk arisin’g'frorn ﬂuctuaﬁons in. foreign exchange rates and the degree of
volatility of these rates. The Company does not use derivative instruments to reduce its exposure to-foreign currency
risk.

4.  ADVANCES TO HUNTFORD RESOURCES CORP. - .

In fiscal 2001, pursuant to a Plan of Arrangement, and subject to regulatory and shareholder approval, the Corpany
agreed to acquire 100% of the issued and outstanding capital stock of Huntford Resources Corp. ("Huntford"), a
company incorporated in Colorado, U.S.A. and subsequently related by virtue of a conmon director. Huntford's
business is the exploration and development of oil and gas properties. As consideration, the Company will issue
1,839,600 commeon shares. Security for the advances will not be required or granted provided that the proposed
share exchange is completed successfully. If the Plan of Arrangement is not adopted, security interest will not be a
first charge and payment from the security shall. not exceed 25% of Huntford's net monthly revenue. Interest shall
accrue at 8% per annum untxl the loans are paid in full.

-
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS b
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4, ADVANCES TO HUNTFORD RESOURCES CORP. (contd...)

_ During the current year, the Company decided to indefinitely postpone filing the Plan of Arrangement with the TSX
for final approval of the Huntford exchange, due to certain issues within Huntford that may have seriously impaired
the value of the assets and liabilities of Huntford.” Management has' provided an allowance against the total
advances, plus accrued interest, to Huntford of $1,788,053, as' the collectability of this amount is uncertain. The
Company is currently revrewmg its ophons relatmg to thc col]cctton of the advances and the appropnate steps to
resolve all disputes.

S. MINERAL PROPERTIES

Title to mineral properties involves certain inherent risks due to the difficulties of determining the validity of certain

claims as well as the potential for problems arising from the frequently ambiguocus' conveyancing history

characteristic of many mineyal properties. The Company has investigated title to all of its’mineral properties and, to
. the best of its Imow]edge tlﬂe to all of its properties are in good standing.

L R
Gl

Tahuehueto Project

The Company, through its wholly-owned Mexican subsidiary, Samarkand de Mexico, acquired 90% ofthe issued
and ontstanding capital stock of Sacramento De La Plata S.A. de C.V. (“Sacramento”). Sacramento holds a 100%
interest in the Tahuehueto mineral property, located in Durango State, Mexico. The proper’y 1s subJect to a 2% net
smelter returns royalty.

Pursuant to a Share Purchase Agreement signed in 1997 and subsequent amendments thereto, the Company agreed to
make cash and share payments in exchange for 85% of Sacramento's issued and outstanding capital stock. In 1998,
an additional 5% of the issued and outstanding capital stock of Sacramento was transferred to Samarkand de Mexico
for no consideration, increasing the Company's interest to 90%. ‘

On March 29, 1999, the Company properly notified the Vendors of its intent to make the final cash payments,
totalling US$205,000, and to issue 116,767 common shares. The Vendors were requested to designate a place of
payment to allow the Company to forward the funds and the shares. The Vendors refuséd-to accept payment.

" Consequently, common shares, totalling 158,436, issied to the Vendors on March 31, -1999 and March 31, 2000, are
being held by the Company pending settlement of this dispute.

Subsequent to March 28, 1999, Samarkand de Mexico was served with a staternent of claim registered in the civil

court of Mazatlan, Sinaloa, Mexico that seeks the rescission of the Share Purchase Agreement whereby Samarkand

de Mexico acquired its 85% interest in Sacramento. The statement of claim was filed by the three Vendors of the

‘shares of Sacramento. The Vendors alleged that the Company failed to make the final paymcnts before the due dates
- specified in the Share Purchase Agreement

Subsequent to February 28, 2002, Samarkand de Mexxco was mformed t.hat the ’I’htrd Crvﬂ Court of the State of .
Sinaloa, issued a decision rejecting the civil claim filed by two of the Plaintiffs against Samarkand de Mexico. The
two Plaintiffs suits were seeking the rescission of the Share and Purchase Agreement whereby the Plamtlﬁls
transférred to Samarkand de Mexico the ownership of Series A shares of Sacramerito. * .

-
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5. MINERAL PROPERTIES (cont'd...)
Tahuehueto Prolect (cont’d D

An 1dent1ca1 action was also ﬁ]ed agamst Samarka.nd de Mexlco with respect to Series B shares of Sacramento which
were transferred.to Samarkand de Mexico, under the same Share Purchase Agreement. _ £
In June 2002 the Plaintiffs filed an appeal to the above decision with the appeals court of jurisdiction in Mexico.

The Company and Samarkand de Mexico will continue to rigorously defend against all actions, as it is the
Company's opinion that the suit is totally without merit. However, due to the uncertainty regarding a timely
settlement of the suit, the Company has written-down the property and related costs to a nominal value.

Mineral property costs incurred on the Tabuehueto Project as follows: : v
2002, 2001
Balance, beginning of year R . o $ 100§ 1622606 :
Acquisition costs — issuance of common shares (Notc 11) - 212,507 ¢
Feesand licenses . - < O AN , W 1,366 &
Consulting: . . .- L R T ‘ . 13,231 . 45,082
PropcnymxeS‘ B R . 11,040. . 14,890
Travel and transport . - 161 &
_Labour - 11,093
LT S : 24,271 285,099
-Cost recoveries: Co St c . - (269,686)
Wntten—down durmg the year (Note 13) : . S 24,271 1,637.91 :
- _(1,622.506)
Balance, endof year ... : IR s 8§ - 100 § 100 §

6. OIL A.ND GAS PROPERTIES

‘Pursuant ‘to ‘a Paxmnpauon Agreement entered into wnth Huntford, dated September 27, 1999, the Company was
~assigned a'43% interest in certain oil and gas leases located in North Dakota, U.S.A. To eam its interest, the
- Company paid. $82,560 and was required to fund 43% of all exploration and development costs. In addition, the
Company issued 51,683 common shares, valued at $12,404, as finder's fee. As drilling did not result in the
discovery of economically viable quantmes of gas, the well was abandoned and all related costs were written off
durmg the year ended February 28, 2001 . 4

Dunng the cunent year, the Company paid $15,647 for a 60 day option to acquire an additional 8% and 20% in ‘
certain acreage held by Huntford in the Quest project. The option expxred unexercised and $15,647 was written-off b
to operations. k!

R
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6. OIL AND GAS PROPERTIES (cont'd...)
Costs were incurred as follows:
2002 2001
Incurred during the year s S . L
Acquisition costs o I 3 15647 '§ -
Drilling ) - 225,734
Miscellaneous: ToE e e C : e 9,651
15,647 T 235,385
Balance, Seginning of year . . - 378,941 .
Written-off during the year (Note 13) _ (15.647) (614,326)
) Balance, end of year v a .$' o N : S L -
7. - CAPITAL ASSETS
2002 ' 2001
Accumulated Net Book Accuriulated  © Net Book

_Cost Amortization Value Cost Amortization Value

Computer equipment § 55139 § 45094 § 10,045 ° § 55139 $.7 40,789 '§ 14,350

Office equipment 31,775 27,119 4,656 31,775 »ii . ~25,955.. 5,820
Automotive 21179 19.696 1483 __ 21079 19061 . 2118

$ 108093 'S 91,9098 16184 B 108,093 ‘§ " 85,805 “§ 22,288

8. NOTES PAYABLE

BRI T

Cae0r 2001

U.5.8122,000 promissory note beamig interest at 10% per annum, cbmﬁéuhded .
monthly and due April 18, 2001. The Company granted the 1ender o 0% bonus

equal to 61,630 shares valued at $0.60 pcr share 184,400
Various loans to related parties bearing interest at prime plus 2% per annum, are
unsecured and have no specific terms of repayment. . ERs

(o0 119,070 - 56,760

Varjous loans bearing interest at prime plus 2% per annum, are unsecured and have
no specific terms of repayment.

0 " 241,160

it e
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10.

NOTES PAYABLE (cont'd...)

The fair value of notes payable is not determinable as they have no specific repayment terms.

OBLIGATION UNDER CAPITAL LEASE

On September 26, 1997 the Company entered into a capital lease agreement secured by computer equipment. The

" lease expired on August 26, 2001.

CONVERTIBLE LOANS

2002 2001

Prmmpal ‘_; D - } s 177,006 $ 227,000
Acaaedl;;&mt | ‘ - “ ‘ 67,449 -
- 244,449 227,000
Equity component ;)f ‘convertible loan -+ . (23.183) -
Liability component ** - S $ 221266 § 227,000

- The Cdﬁ:bény borrowed '$177,000 from a corporation Eontrol]ed by the Company's president. This loan bears

interest at 12% per a.nnum is due on Octobcr 7, 2003 and the principal balance is convertible into common shares as
follows: - ‘

i) at‘$1 80 per share to October 7, 2002; or
ii) at $2.10 per share to October 7, 2003,

The habxhty component of the convertible loan was calculated at the present value of the required principal
payments discounted at an interest rate approxm)atmg that which would have been applicable to non-convertible debt
at the time the loan was issued. Over the term of the debt obligation, the liability component will be accreted to the
face value of the loan by the recordmg of additional interest expense.

During the year ended Febma.ry 28, 2001 the Company arranged for a $50 000 convertﬂ:le loan from a director of
the Company. The loan was interest-bearing at 10% per annum and convertible into units of the Company at $0.26
per unit, Each unit consisted of one common share and one share purchase warrant, enabling the lender to acquire an

: add.ltlonal' common share at $0.26 per share for a two year period. During the current year, the loan was converted

into 192 ,307 common shares and the warrants were exercised.

R A
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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11. CAPITAL STOCK

"Number
-of Shares Amount
Authorized i
100,000,000 comimon shares without par value' - . . "
100,000,000 Class A preference shares with a par value of $1 per share
100, 000 000 Class B preference shares with a par value of $5 per share :
Common shares issued
Balance as at February 29, 2000 6,5 10,518 6,500,206
Mineral property payments Loni41,669 7 212,507
Private placements . 4,699,988 1,399,996 .
Commission on private placement 224,999 78,750
Exercise of warrants 775,000 195,350
Exercise of options 41,000 9,840
Settlement of debt 205,714 72,000
Conversion of convertibie loan L g 250,000 50,000
Loan bonuses B S 85,217 ) 33,992
" Share issuance costs ) - N - (718,750)
Balance as at Febmary 28, 2001 .. 12,834,105 8,473,891
Private placements T 745,076 298,031
Finder's fee ST et et e 25,000 - -
Exercise of warrants 1,852,307 495,200
Exercise of options 713,000 187,400
Conversion of convertible loan (Note 10) 192,307 50,000
Loan bonuses 61, 630 36,978
Balance as at February 28, 2002 16 423 425 9,541,500

12. STOCK OPTIONS AND WARRANTS

Pursuant to the policies of the TSX, the Company is authonzed to grant options to execuuve oﬁicers, directors,
employees and consultants enabling them to acquire up to 10% of the issued and outstanding common stock of the
Company. The exercise price of each option equals the market price of the Company’s stock as calculated on the
date of grant. Options can be granted for a maxinmm term of 5 years Coe e . .

On September 7, 2001, the Company amended the exercise price of 400,000 outsta.ndmg incentive stock options to
directors, officers and employees of the Company. The 400,000 opuons are now exercmable at $0 40 per share and
will cxpn'e on their ongmal expiry date -
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12, STOCK OPTIONS AND WARRANTS (cont'd...)

As at February 28, 2002, the following directors' and employees’ stock options were outstanding:

Number . Exercise

of Shares Price Expiry Date .
7000 5 02 October 22, 2004 _
15,000 0.25 December 5, 2005

400,000 0.40 February 15, 2006

As atFebruaryQS, 2002, the following share purchase warrants were outstanding:

‘Number Exercise G o

of Shares Price’ Expiry Date
810,000 $ 0.26 October 18, 2002
372,538 0.43 June §, 2003 )

. opﬁi_oh transactions and the number of share options outstanding are summarized as follows:

Weighted

. Average

Number Exercise

of Options Price

Outstanding; February 29, 2000 409,500 $ 024
Exercised (41,000) 0.24
Granted 878.000 0.42
Outstanding, February 28, 2001 1,246,500 0.30
Exercised (713,000) 0.26
Expired/cancelled (91,500) 037
Repriced - e 5 (400,000)° 0.60
Repriced : 400,000 0.40
Outstanding, February 28, 2002 442,000 $ 039
Numbér of options curreritly exércisable 442000 $§ 039

P
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13.

14. .

WRITE-DOWN OF RESOURCE PROPERTY COSTS

" Deferred
Acquisiion  Exploration
T ‘Costs” ~ =~ ~Costs Total
Year ended February 28, 2002 A
Huntford Properties, North Dakota, U.S.A. (Note 6) 3 15,647 L8 - 15,647
Tahuehueto Project, Mexico (Note 5) i - 24,271 24271
‘ $ 15647 24271 § 39918
Year ended February 28,2001
Huntford Properties, North Dakota, U.S.A. (Note 6) $ 94,964 519,362 “§ 614,326
Tahuehueto Project, Mexico (Note 5) 1,219,825 418,094 1,637.919
$ 1314789 S ~ 937456 'S 2,252,245

RELATED PARTY TRANSACTIONS

The Company entered into the following transactions ‘with related part‘ies:‘ Do S

a) Accrued $21,000 (2001 - $36,000) for management fees to a director.. "

b) Accrued $21,000 (2001 - $36,000) for consulting fees to a director. -

c) Included in receivables is $87,538 (2001 $66,273) for secretarial ‘ervices and office expenses due from

company of whxch a dlrector is a senior officer.

d) A convertible loan of $221 266 (2001 - 3177 000) is due toa company owned by a dn'ector {Note 10)

€) A convertible loan of $N11 (2001 - 350 000) and notes payable totalhng $119 070 (2001 $56 760) are due to

du'ectors

f) Paid or accrued interest expense of$74,644 (2001 - $27,730) to'directors-and a 'éo_mpany owned by a director.

g) Included in accounts payable and accrued liabilities is $75,016 (2001 - $77 599) for management fees and

361,543 (2001 - $51 388) for consulting fees due to du'ectors

’I'hese transacnons are in the normal course of operatlons-and are measured at the exchange amount which is the

amount established and agreed to by the related parties.
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15,

16

SEGMENTED INFORMATION o o

- - The Company operates in three geographic segments as follows:

2002

2001
Loss for the year was incurred in: ) :
Canada 3 581,317 $ - 472,898
Mexico ) 24271 1,652,235
Usa o 1,803,700 -614.326
Identifiable assets are located in: e
Canada ‘$ 147,346 $ 1,441,529
‘Mexico. . - 100 839
] $ 147,446 $ 1442368
SUPPLEMENTAL DISCLOSURES WITH RESPECT TO CASH FLOWS
2002 2001
Cash paid during the year for interest $ 6,637 % 6,247
Cash paid during the year for income tax - $ -

Significant non-cash transactions during the year ended February 28, 2002 included:

#) The issuance of 192,307 common shares for the conversion of a convertible loan of $50,000 (Note 10).

b) The issuance of 25,000 cormmon shares as a finder's fee pursﬁaht toa prfvaﬁe placement,

c) The iésuancé of 61,630 common shares, valued at $36,978, for loan‘bon’uscé. »

ngmﬁcant non—;:ésh transva\cﬁoﬁs‘ durmg the year ended February 28, 2001 included:

a) The issuance of 41,669 common shares, valued af $212,507, as consideration towards the -acquisition of the

Tahuehueto Project mineral property (Note 5).

-

¢} Theissuance of 250,000.common shares for the conversion of a convertible loan of $50,000.

’ 'b) The issuance of 265,714 éoﬁnnon shares as settlement of debt and accounts payable totalling $72,000.
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16. SU?PLENIENTAL DISCLOSURES WITH RESPECT TO CASH FLOWS (contd...)
d) The issuance of 224,999 common shares, valued at $78,750, as a commission on a private placement. .

. €) The issuance of 85,217 common shares, valued at $33,992, for loan bonuses..

17 INCOME TAXES

a) A reconciliation of income taxes at statutory rates with reported taxes follows:

s:0:2002 =000 2001
Loss before income taxes - : Co L e $ (2 409 288) $ (2 739,459)
Incofne tax 1écovery : : S g (954 078) s (1 249,741)
Write-off of resource properties‘for accountmg purposes = o o 15807 1,027,474,
Miscellaneous e w6,0000 <. 3,884 ‘
Loss on write-off of advance receivable ‘ _ 354,000 .- 5

Unrecognized benefits of non-capital losses ~* S o 578'271 218383

g L _ $ _

The Company has non-capital losses carried forward of approximately $2,921,000 which expire commencing
2003. Subject to certain restrictions, the Company also has net capital losses and resource expenditures available
to reduce taxable income in future years. Future tax benefits, which may arise as a result of these losses and
resource expenditures have not been recognized in these financial statements.

b) Significant components of the Company's future income tax assets and liabilities are as follows:

2002 2001

Future income tax assets
Resource property expenditures : $ 1,900,000 $ 2,318277
Capital loss carryforwards 354,000 6,528
Share issue costs - 32,846
Non-capital loss catryforwards 1,157.000 _. 999,029

3,411,000 3,356,680
Valuation allowance ' £3.411.000) _ (3.356,680)

Net future income tax assets . $ - 8 -
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18.

19.

" COMMITMENTS

Operating lease’

The Company rents its office premises under an operating lease. The opérating lease commitment is as follows:

2003 $§ 15727
2004 16,892
2005 .+ -18,077
§___50,606

SUBSEQUENT EVENT

Subsequent to February 28, 2002 the Company entered into a letter agreement with Gypsy-Resources Ltd. to acquire
certain gas leases located in Freestone County, Texas. The Company will acijuire a 12.5% interest in the producing

. Lane No.:1 gas well and up to a 100% interest in certain gas leascs, totalling approximately 770 acres. The

Company: paid US$100,000 with the balance of US$150,000 due under the agreement to be paid upon regulatory
approval of the transaction.

. In con]u.nctlon wn.h the above letter agreement, the Company | has a.n'angcd a non-brokered pnvate placement to issue

up t0.6,500,000 units at $0.10 per unit. Each unit consists of oné common share and one non-transferable share
purchase warrant, Each warrant entitles the holder to acqmre an addmonal common share for $0 10 for a one year
peériod, §ibject to regulatory approval
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